
VIRGINIA:
BEFORE THE V1RGINIA GAS AND OIL BOARD

Application of Oxy USA, Inc.
for Forced Pooling of Interests in a Drilling Unitl

Affected by Well Number CMB $-33, VGOB 91-0924-146 in g
Garden lfagisterial District of Buchanan County, Virgib

This cause came on this 24th day of September, 1991i,

application of Oxy USA, Inc. requesting that this Boar)

interests of well operators in the So-acre drill]
establish4d for the Oakwood Coalbed Methane Field in

Magisterial District of Buchanan County, Virginia. Not)

filing of the application herein and of the time, datel

of the he iring thereon was duly and properly given to
'peratorof record having an interest in the coalbed +

below the Tiller seam of coal underlying the tracts
drilling snit covered hereby as required by Section 46.1[
the Code xf Virginia, 1950 as amended. The Board ex

e
la

upon the

pool the

i g units

ha Garden

i,'e of the

ind place

,each well

t hane gas

in the

61.19 of

)m i.ned the

:lficiencyNotice as given and further conducted inquiry into the sg
of Oxy UKi, Inc.'s search to determine the names and w

of well oj>erators who may be affected by the pooling

ii,reabouts

)i.'coalbed

) ing unitmethane g«s below the Tiller seam of coal in the drig

due diligence and has conducted a meaningful search of giiasonably

involved herein. The Board finds that Oxy USA, Inc. has,iixercised

available sources at hand, including, but not lip ited to,
records,

$0 pondence

! notice

grantor/grantee indexes, deed books, will records, ta
local telephone books and has had conversations and corr
with interested parties. The Board hereby approves
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given, by publication and otherwise, as meeting the liitatutory

itate andrequiremer ts, rules of the Board and minimum standards og

federal da.e process, and finds that notice has been gi4 en in all
respects 4s required by law and the rules of this Board>

4i,crest in

alleged in

Ashland Exploration, Inc. oh]ected to pooling of i
this propcsed drilling unit. Ashland Exploration, Inc.

effective July 1, 1990 as set forth in Virginia Code Secflon 45.1-

their written objection that:

(1) Oxy USA, Inc. had no standing to request ikiioluntary

pooling. Ashland contended that Oxy is not a claimant l.lthin the

meaning o1 Section 45.1-361.22 of the Code of Virginia.

(2) Oxy is not a principal or lessee who mal( make an

applicaticn.

(3) Oxy has no method to transport coalbed methane gas from

the unit.

(4) The unit fails to comply with the statewide ff.iild rules

361.17.

(5) The size and configuration of the unit is no) adequate

to drain the gas to be extracted and violates the c4~'.relative

rights to Ashland in such gas.

(6) The well is not located in the center of th6 proposed

s outsideunit, which failure will result in the drainage of are)
the proposed unit.

(7) The plat submitted by the applicant Oxy

applicatian fails to comply with the regulations of theI
the Inspe:tor and fails to adequately advise Ashla

ii ith its
]I sard and

of the



informatic n necessary to determine the issues whi+

applicable to the proposed unit sought by the applicati)i

(8) The provisions of Virginia Code Section 45.1-$

may be

ail.22 are

violationw oi the due process rights and constitute a It aking of

tangible property and impairment of contracts of +'and in

violation of the United States Constitution and the CoiIititution

45.1-361.22 should be construed broadly. This broad co)n Cruction

is necessary to recognise that there may be conflicting',<,Laims to

the owner ship of coalbed methane gas. The VirginiIL General

Assembly recognised that conflicting claims to owner+

potentially prevent development and production of this I

p could

) ssource.

Section 45.1-361.22 addresses this problem and a)
development and production of coalbed methane pending 4

) mrs for

cisolution

of ownership.

of the Coamonwealth of Virginia.

Ashland has introduced no evidence with respect to!:items 1—
8 above. The Board finds that these objections shou('be and

hereby are overruled.

The )card is of the opinion that the provisions pf Section

Accorlingly, based upon the evidence presented,

finds that, Oxy USA, Inc. is a claimant within the m$

Section 45.1-361.22, to coalbed methane interests below 4

,e Board

i ning of

i s Tiller
seam of caal in the drilling unit as described on the Q >, which

is attachei hereto as Exhibit "A" and made a part hereo), and has

the right to conduct operations on its coalbed methane ir:crests.
Based on tlute evidence presented, the Board finds that the f >1lowing
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named persons may be owners of coalbed methane gas inter4iits below

the Tille> seam of coal, which are held pursuant to al Lease or

other agreement, in the drilling unit involved herein, ~ have not

voluntarily agreed to pool their interests in this unijt for its
development and operation:

Ashland Exploration, Inc.
P. O. Box 391
Ashland, KY 41101

Based upon the evidence presented, the Board findIL Chat, in

order to avoid the drilling of unnecessary wells, prIai ent the

various t>pes of waste and protect the correlative right > of all
owners and potential owners of coalbed methane gas with fiispect to

the drilling unit involved herein, the owners and potent)<~L owners

of coalbed methane gas involved who have not heretofore &inched an

agreement with respect to development and operation of the irilling
unit coveriid hereby shall be required to pool their coal~ methane

gas interests below the Tiller seam of coal for the development of

this drilling unit, upon the terms and conditions set ogt in this

order, el L of which terms and conditions are founc, after
consideration of the evidence presented in this eau+ to be

supported by substantial evidence and to be just, reas% ible and

equitable and such as will afford each coalbed methane Ig is owner

and potential owner in this unit the opportunity to r5, over or

receive just and equitable share of production from thiS init.
Based upon the evidence presented at the public hIIii ring in

this matte:., the Virginia Gas and Oil Board orders as fg .ows:
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(1) The interests of well operators, as named above in this

80-acre drilling unit established in the lands involved 4iirein for

the Oakwocd Coalbed Methane Gas Field are hereby pool@ for the

development and operation of this unit. Oxy USA, Inc., i,s hereby

authorised to drill, complete and operate a well in thi4 irilling
unit so as to produce coalbed methane gas from the pooled acreage,

consistent with the terms and provisions of its applique >le well

work permit and the Oakwood Field Rules.

(2) Each owner or potential owner of coalbed methaneliias below

the Tiller seam of coal involved herein, other than Oxy U!lh„ Inc.,
shall, wlihin 30 calendar days after the date of maif ng this

Order, deliver to Oxy USA, Inc., P. O. Drawer (), Ricl4»nds, VA

24634, a written election either to participate in the c mration

of the we.'.1 covered hereby or to exercise such well c(I orator's

right of election under this order as described below. ,i timely

election sImll be deemed to have been made if a well op)N 'ator on

or before >We last day of such 30 calendar day period has m mt such

written elimtion by telegram or telegraph to Oxy USA, Ind., or has

had such imitten election duly postmarked and has pili,ad such

written election in the United States mail, first classi, postage

prepaid, duly addressed to Oxy USA, Inc., at the address s»t forth

above. Tk.e alternatives afforded to the well operatorii herein

pooled are set forth below.

Each coalbed methane gas well operator or potential well

operator herein pooled claiming an interest as to th) coalbed

methane gan below the Tiller seam of coal derived from (L'y tract
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within the drilling unit involved herein is accorded the; ollowing

options aI to such interest:

(a) zarticination: To participate in the working iir'ierest in

and the development of the coalbed methane gas below Qis Tiller
seam of cc al in the drilling unit involved herein by ag> acing to

pay such well operator's proportionate part of the actus] cost of

drilling, :ompleting, equipping, operating, plugging and 4liandoning

of the well covered hereby and by paying as set forth lie.rein, to

Oxy USA, [nc., such owner's proportionate part of thel 3230,200

estimated cost of drilling, completing, equipping, 4Eizrating,

plugging Ind abandoning of the proposed well covered hjIi eby. A

participating well operator's proportionate part of the az(t i.cipated

cost of co>ipletion and share of the production from such Still shall

be in the proportion that the number of net mineral acrleii in the

unit coversd by the coalbed methane gas rights owned by ga A party

hears to tee entire number of mineral acres in this unitll or

(b) arried interest: In lieu of participatinI) in the

working interest in and the development of the pool, in this

drilling unit, as set forth in subparagraph (i) above, td >lect to

share in tI>e operation of the well covered on a carried 0 isis (as

a carried well operator) so that the proportionate pazj5 of the

actual cost of drilling, completing, equipping, operating, ilugging

and abandcining of such well allocable to such carzl5 sd well

operator's interest is charged against such carried well ogiirator's

share of groduction from such well. All of such car%i,ad well

operator's coalbed methane gas rights below the Tiller se4, of coal
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in the pocl in the drilling unit involved herein are re), nquished

under thiI order to Oxy USA, Inc. until the proceeds frog the sale

of the share of production from such well accruing to su41 carried

well oper<itor's unleased interest in the drilling un'nvolved
herein, exclusive of any royalty, excess or overriding r)ialty, or

other non"operating or non-cost bearing burden reserve, in any

lease, ass ignment thereof or agreement relating theretcI -overing

such inte) est, eguals three hundred percent (3004) forl i leased

interest or two hundred percent (2000) for an unleased ikt,crest of

the share i)f the cost of drilling and completing the well',n Llocable

to the coalbed methane gas interest of such carried well,cinerator;

plus one hundred percent (1004) of the carried operator'S share of

the cost of surface equipment beyond the wellhead co+i:tion of

such well allocable to the interest of such carried wellici orator;

alga one hundred percent (100%) of the share of the( cost of

operating such well allocable to the coalbed methane gasl Lnterest

of such carried well operator. Such carried well Q orator's

proportionate part of the costs of, and the production it .om, the

well coverad hereby is to be in the proportion that the Ir. unbar of

net mineral acres in the unit covered by the coalbed m+ iane gas

interest o med or potentially owned by such carried well! iiperator

bears to tire entire number of mineral acres in such unit'. During

the period of time Oxy USA, Inc. is entitled to reel,ive such

carried will operator's share of production or the iroceeds

therefrom, Oxy USA, Inc. shall pay all applicable pg
severance, excise, gathering and any other taxes basg

iiuction,

upon or
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measured Ly the value or amount of production and shall liiparately

calculate and pay to such carried well operator for paya) t to the

appropriate cnmer any royalty, excess or overriding royallt'nd any

other non"operating or non-cost bearing burden reserve, 'in any

lease, ass ignment thereof or agreement relating thereto «hich is
deducted Crom the share of production of such carf ed well

operator. Such royalty, excess or overriding royalty .a >d other

non-operating or non-cost bearing burden is not to be 4,>ject to

any charge for operating costs. Payment by Oxy USA, Ink, to such

carried wc 11 operator of any such royalty, excess or ds'»rriding

royalty or other non-operating or non-cost bearing hurdy shall be

made within ninety (90) days after the end of the cale>jc >r month

within wh:.ch the production subject to such burdens ls sold.

Within sizty (60) days after the completion of the weljl covered

hereby, Oxy USA, Inc. shall furnish such carried well oQ .ator an

inventory of the equipment in and connected to such we( and an

itemized ,statement of the cost of drilling, compldti.ng and

equipping such well for productionl and for each month t4 .eafter,

during tha time Oxy USA, Inc. is being reimbursed as >rovided

above, Oxy USA, Inc. shall furnish to such carried well i>perator

an itemize>l statement of all costs and liabilities incurs k in the

operation i)f such well, together with a statement of thol i(uantity

of coalbec, methane gas produced therefrom and the )m ~unt of

proceeds a>alized from the sale of the production allocab)ci to such

carried we.'.1 operator's interest in the unit during the $ ~ eceding

month. Oxii USA, Inc. shall also furnish to the State Gag and Oil



Inspector, copies of the same statements furnished to ea)l carried

well oper>,tor under the provisions hereof. Any amount realized

from the sale or other disposition of equipment newly ag> aired in

connection with any operation on the well covered he/ >y which

would have been owned by such carried well operator had Qn ch owner

participated therein as a participating well operatorji>hall be

credited against the total uncovered well costs in determ$ > ing when

the interest of such carried well operator shall reve& to such

owner as described above. When Oxy USA, Inc. recovers !t .om such

carried well operator's relinquished interest provided go . above,

the relin<tuished interest of such carried well operat:,r shall

automatically revert to such owner, and from and afi er such

reversion, such carried well operator shall be treakid as a

participating well operator and shall own the same intere)1, in such

well, the aaterial and equipment in or pertaining there) and the

production therefrom, as such owner would have been entitf>~i to had

such owner participated initially as a participating well i>perator

in the drilling, completing and equipping of such QnL1; and

thereafter, such owner shall be charged with and shall pay the

owner's proportionate part of the further costs of the b >aration

of such we.'l.l.

(c) i.'ash Consideration: In lieu of participatirIg in the

working interests in and the development of the drill: ag unit

involved bahrein, any owner of an unleased interest mayti lect to
receive a »um of ONE DOLLAR ($1.00) per net mineral acre~i,wned by

such owner, plus a total royalty in the amount of one-I>.lghth of



eight-eighths (1/8th of 8/Sths) of the coalbed methane g$ : and gas

condensata produced from the well covered by this Order~ the same

to be deli rered into the lease tanks or into the pipelineg to which

such well is connected, free and clear of all costs, egresses and

risks ineirred in or in connection with drilling, 4c zipping,

operating, completing, plugging and abandoning of such QiiL1. Any

well operator electing this option shall deliver under 4 Ls Order

a net revenue interest of 87.50% of 8/Sths of the coalbgc methane

gas and g,is condensate produced from the well covered by this

Order, witji such net revenue interest heing determined by !8 iducting

from such owner's share of production the royalty prof ded for

immediatel( above; and provided further, that such royalty sf 1/8th

of 8/Sths ind such net revenue interest of 87.504 of 8/8lt',is shall

be proport Lonately reduced and payable only in the propose Lon that

the number of net mineral acres in the drilling unit covebii by the

coalbed methane gas rights owned by such well operator be4> s to the

entire nuslier of mineral acres in this unit; or

(3) :[n the event a well operator, either an o+e . of an

coalbed mei>ane gas lease or an owner of an unleased trajet who is
subject to the provisions of this Order shall fail to ti,ately and

properly e.Lect, in writing, one of the applicable option as set

forth shoving, such well operator shall be deemed to have ellen:ted not

to partici]ete in the working interest in the well cover),, hereby

and shall be deemed to have leased his interest in th) coalbed

methane gaii to the designated coalbed methane gas well b erator

In the eveiit a well operator, either an owner of a leasel Interest

10
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or an cnn>er of an unleased interest, who is subject to the

provisions of this Order shall elect to act as a participI>",ing well

operator under 2A.(i) or B.(i) above, whichever is applif>ible, but

thereafter fail or refuse to pay or secure the payment of'iiuch well

operator's proportionate part of the cost of the wel>). covered

hereby as set forth in such provisions, such election tc act as a

participating operator under this Order shall be null and void and

such well )perator shall become a carried well operator dciasistent

with the terms and provisions of this Order.

(4) If any payment of bonus, royalty payment or oth4> payment

due and owing under this Order cannot be made because @ > person

entitled taereto cannot be made certain due to conflictiir < claims

of ownershLp and/or a defect or cloud on the title, then >s sch cash

bonus, roy slty payment or other payment shall be depositgcI into an

interest hearing escrow account within one hundred eig)> y (180)

days after the date of this Order and shall not be commig .ed with

any funds i)f the applicant or unit operator. Such funda iihall be

held for the exclusive use of, and sole benefit of, tfxi person

entitled t)>ereto until such funds can be paid to such perlsi>n(s) or

the holder relinquishes such funds to the Board as requirle l by law

or the Boa><.

If any person whose interest is pooled hereby re)'uses to
accept the cash bonus consideration or if any such perse: cannot

be paid this cash bonus, royalty payment or any other patient due

hereunder :.'or any reason other than the reasons set for(I above,

the unit ol>erator may deposit such cash bonus, royalty pI»,ment or

11



other payzent into an escrow account established in the gi,counting

records of unit operator and such funds shall be credit)i to such

account fcr the benefit of such person. Such funds sol< aposited

in such escrow account shall be held for the benefit of the

person(s) entitled thereto until such funds can be pal(6 to such

person(s) or until they are required to be pai4 to the

Commonwealth.

Within thirty (30) daYs of the expiration of any and all
election periods provided in paragraph 2, the designate4 operator

shall t~ ler to the State Gas and Oil Inspector a;r i )tarized

statement of all disputed claim, specifically, ink'zding a

breakdown of the type of interest, mineral ownership and I)~ ."centage

of ownersliip. This statement shall be used in crek',ing and

establishing the escrow accounts required by this Order. If any

changes in the status of conflicting claims occur, the d4 >ignated

operator a>all immediately notify the State Gas and Oil 5 ispector

and withir thirty (30) days submit an amended disputki claims

statement.

Within 30 days of receipt of a certified copy of tl.e final

legal dete]eination of entitlement or upon receipt of an ai[reement

signed bY 4 11 claimants, the Board shall order payment of p incipal

and accruei interest from the escrow account described; bove to

all persons legally entitled thereto.

(5) Jay well operator involved herein who has not ppeared

in response to the notice of hearing published pursuant to the

provisions of Section 45.1-361.19, Code of Virginia, .j )50, as

12
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amended, and whose identity or whereabouts remains unkn4iin at the

conclusioz of the hearing in this matter shall be deem@ to have

elected tc lease his interest to the coalbed methane tcii the well

operator dasignated to drill as described in paragraph I,'~ nder the
blame

terss, and conditions as set forth in paragraph (g above.

The desig~ated well operator shall deposit into a s sparate,

distinct interest-bearing escrow account established by the

Virginia ('s and Oil Board with the Treasurer of Vip'..nia all
proceeds attributable to the unknown lessor's interest. Kll sums

so deposited shall be held for the unknown lessor's b@i befit and

shall be dhKemed unclaimed property and disposed of pursue~ 5 to the

Uniform Disposition of Unclaimed Property Act (Section '5 )-210.1,

at aaa.)
(6) Wy cash bonus which becomes payable by Oxy (J,'A, Inc.

under the provisions of 2(c), above, shall be paid or :endered

within thirty (30) days after the date of this Order; r .ovided,

however, i:.'he owner entitled to such funds releases thd blame, or

if such owner's interest in the unit involved in this calorie has a

defect or :loud in the title thereto, or if such owner c~.nnot be

paid such bounds for any reason whatsoever other than thh reasons

set forth i.n paragraph 2 and 3 above. Oxy USA, Inc. mar deposit

(credit) such funds due such party into an internal escrow account

establishal in the accounting records of Oxy USA, Inc. ,nd such

funds shal,L be credited to such account for the benefit of such

owner. Such funds so deposited (credited) in such escrow

shall be hcild for the benefit of the owner entitled ther)

account

o until

13
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such funds can be paid to such owner, or such owner ac)iipts such

funds, or until such title defect or cloud is cured or giiaoved to
the satisfaction of Oxy USA, Inc.

(7) Oxy USA, Inc., in addition to any other right4 afforded

such part> under the laws of Virginia, shall have a lgii on the

mineral leasehold estate or rights owned by the o4]e'er well

operators Lnvolved herein in the unit covered hereby and g),on their

shares of 1>e production from the well covered hereby to 4l~s extent

that cost~> incurred in the development and operatioh of the

drilling unit involved herein are a charge against such ilr:crests.
Such liens shall be separable as to each separate well op]> ator and

shall rema Ln a lien until all costs incurred in connectioS «1th the

well have been paid. Upon the failure or refusal of any

participatLng well operator to pay such well cg orator's

proportionate part of any cost incurred hereunder in dc mection

with the well covered hereby, shall be entitled to regs.ive the

share of j)roduction from the well accruing to such die aulting

participat Lng well operator's interest in the unit involvgc, herein,

or the pro:eeds from such share, until such proportiona+ part of

such cost has been paid. No part of the production or proceeds

accruing to any participating well operator shall be appli)e L toward

payment of costs chargeable to any other interest in sui,h unit.

If any participating well operator fails or refuses to j ay such

well operator's proportionate share of the cost incurred he reunder

in connect:.on with the well covered hereby within sixty l((0) days

after rendition of a statement therefore by Oxy USA, Inc.,'.he non-

14
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defaulting participating well operators, including Oxy 4

shall, upon request by Oxy USA, Inc., pay the unpaid amo)

proportion that the interest of each such non-$

!IA, Inc.,
t in the

iifaulting

defaulting participating well operator so paying 4ii A well

operator's share of the unpaid amount shall, tb obtain

reimbursement thereof, be subrogated to the lien rights Ic ascribed

participating well operator bears to the total interest~i of all
such non-<lefaulting well operators. In such event, siich non-

above.

(8) If the well involved herein has not been comme'<:zd as of

the date c f this Order, shall commence or cause to be X )mmenced

operations on such well within three hundred and sixty-lf .ve days

(365) days from the date of this Order and in any eve(I,, shall

continue o;." cause to be continued operations under this Qz her with

due diligence; otherwise, the provisions thereof g iall be

inoperativs and this Order shall terminate, except forl any cash

sums becoming payable hereunder, unless the time of co+imcement

of such op<ration is extended by an Order of the Board.

(9) Oxy USA, Inc. shall, within thirty (30) dago, after
completion tender to the State Gas and Oil Inspector an!;.temized

statement reflecting the actual cost of drilling, equi,lpping,

completing, plugging and abandoning the well. Additional temized

statements reflecting actual operating costs shall be fu+ shed to

the State Gas and Oil Inspector on a quarterly basis. If the

actual costs of drilling, completing, equipping, plug ing and

abandoning the well is different than Oxy USA, Inc.'s ef imates,

15
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appropriate adjustments to the burdens imposed .i'ach
participating or carried operator's share shall be made~

(10) Oxy USA, Inc. shall cause a certified copy of g is Order

to be mailed to the last known address of each well ogc .ator as

listed in this Order.

The relief granted by this Order is to avoid the dg1 Lling of

unnecessary wells, prevent the various types of waste dx coalbed

methane gas and protect the correlative rights of all o4iars with

respect to the pools in the drilling unit involved herefrom,

Done this A"7 day of d&A~ 1991, by a ~ durity of

the Virginia Gas and Oil Board.

Done and performed this

1991, by ooder of this Board

day of

Prighipal Executive W 1 3, a Staf f,
Pirginia Gas an/ Oil Board

16
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'Stats of Virginia
Ceunty olf Wbahi tgton

i*ohnowledged oa this gath day of October 1993
personally before me a notary public in and for the State of Viri Lnia

:,appeared. Benny gastpler, being duly strum did depose and say that I e is
,Chairstaq of tbe rginia Gas and Oil Board, that he executed the assi and

Si'a~7i
INPtary pttblif
'Q cosssLSsion e:attires 9/28/92 I

'S9ate of VirgQa:*
county of Mhshil eton

,/tdhnorrledged on this 2ath day of October 199$
personally bef ere ste a notary publio in and for the State of Virg,,nia
a~ared llyron fhsetas Painter, being duly sworn did depose and say that Ii ~ is
p incipag gkteouf,iwe to the staff of the virginia Gas and oil Board ~ tie: he

uted the n was authorised to do so.

n Dna I

g~~ ~biE
Q cctaaL/asian aspires 9/22/92

VIRGINIA. In the Ci uk's Ofgce of the Circuit Court of Buchanan County. The foregoing inst+: ent

wse this day premted in Q >~ aforesaid sn~ ~tips with the cergicate of scknowh4gmsnt Pe i cd,

Deed Book No.42f&snd:?age No. l..
TESTE: ............./..................................C I >rk
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